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Market Review

Global equity markets 
achieved strong gains in Q1 
as the post-election rally 
in the U.S. carried into the 
New Year.  The NASDAQ 
index led the way for the 

quarter (+9.82%) as investors once again bid up 
large-cap technology stocks.  For example, both 
Facebook and Apple rose nearly 25% during the 
quarter.  The S&P 500 (+6.07%) and Dow Jones 
Industrials (+5.19%) posted nice gains as well.  It 
was an interesting quarter for the Dow Jones 
average as the 20,000 barrier was finally achieved 
in late January, only to then surpass the 21,000 level 
on March 1st.  On the road to this record in early 
March, the Dow rose for an amazing 12 consecutive 
days in February, the longest such streak since 
Reagan was President.  Alas, that was the peak for 
the quarter as the Dow lost momentum in March 
to close the quarter.  Measured by volatility or 
daily price moves, this was the calmest quarter in 
more than half a century according to the Wall St 
Journal.  The average daily move of the Dow Jones 
Industrial Average was 0.32%, the smallest since 
the fourth quarter of 1965, when Lyndon Johnson 

was president.  Uncertainty over politics and Fed 
moves seems to have kept investors in a wait-and-
see mode following the strong first two months 
of the year. Finally, the markets achieved the 8-year 
anniversary of the current bull market in early 
March dating back to the post-crisis lows of 2009.

Foreign equities also performed very well in 
Q1, reversing the negative trend from Q4.  The 
MSCI ACWI ex USA index, comprised of large-
cap foreign stocks, rose +7.86% to trail only the 
NASDAQ among the major market indexes we 
track.  Small- and mid-cap oriented foreign funds 
performed even better.  The biggest positive 
factor for the foreign asset class was the broad-
based decline in the U.S. dollar.  Coming into 
the year, the dollar had surged post-election and 
the overwhelming consensus was looking for a 
continuation of that trend.  Yet (as we speculated 
in this update last quarter) the opposite happened 
and the dollar fell back, thus aiding returns to 
foreign-based equities.  Each of the Morningstar 
foreign stock fund categories actually topped their 
U.S. based counterparts in Q1.  The Emerging 
Markets category led the way as the average fund 
in this group returned +11.59% for the quarter.  

After severely lagging U.S. equity funds for the past 
five years (including negative returns in calendar 
years 2013 – 2015), the EM category posted a 
respectable +8.47% return in 2016 (that still lagged 
U.S. peer groups) and is clearly catching the eye of 
investors so far in 2017.  

The bond market was very quiet during the 
quarter following the post-election rout in 
Q4.  The Bloomberg Barclay’s Aggregate index 
returned 0.82% in Q1.  Within the fund world, 
performance was positive relative to this index 
as the Intermediate-Term Bond category average 
was +1.07%.  As is typical during periods of strong 
equity performance, the more aggressive segments 
of the bond market outperformed with the High 
Yield (+2.31%) and Multisector Bond (+2.06%) 
categories leading the way in Q1.  The Federal 
Reserve raised short-term interest rates by 25 basis 
points in March.  As you’ll recall they did the same 
thing last December.  This was largely a non-event 
for the market as the move was well telegraphed in 
advance by the Fed.  Finally, the key 10-year treasury 
rate finished 
the quarter at 
2.40%, down 



only a few basis points from where it began the year.  
Yields flirted with breaking above the 2.6% mark 
(the same peak hit in early December following 
the post-election bond selloff), but then retreated 
to end the quarter.  Why bring this up? It begs the 
question of which market to believe in terms of 
forecasting the future direction for the economy.  
On one hand, equities are trading within range of all-
time highs and forecasting strong economic growth 
ahead.  Meanwhile, bond yields just can’t seem to 
gain any traction on the upside, which could be 
viewed as confirmation of continued weakness 
ahead for the economy.  Consider that we’ve had a 
Federal Reserve hell-bent on creating inflation, 11 
straight months of sub-5% unemployment, year-over-
year major increases in commodity prices, a newly 
elected pro-growth administration, widespread talk 
of reflation, non-stop chatter from the talking heads 
on TV about expectations for higher interest rates 
and soaring consumer confidence surveys.  Yet bond 
yields can only manage to get to 2.6%? The bond 
market is certainly not endorsing the stock market’s 
view of better economic times ahead.

Cracks in the Trump Rally?

Much of the U.S. equity rally to start the new year 
can be attributed to optimism over expected 
economic policies from the Trump administration.  
Rolling back regulations, lowering taxes across the 
board, improved trade agreements and massive 
new spending on infrastructure was immediately 
reflected in higher stock prices in the months 
following the election.  During Q1, the sectors 
most identified as beneficiaries of Trump policies 

(Financials, Energy, Industrials) were laggards 
following their very strong performance in Q4.  
Small-caps, which surged post-election and were 
thought to have much more sensitivity to the 
benefits of Trump’s agenda, also severely lagged 
large-caps in Q1.  As we mentioned above, market 
momentum was essentially lost during March.  This 
is likely due to the realization by investors that all 
of the potential benefits from Trump’s policies may 
take much longer to realize as he attempts to get 
legislation through Congress.  There was no better 
example of this than the botched attempt in March 
to rush new health care legislation through for a 
vote only to abandon this plan at the last minute.  
Suddenly, all of the Trump agenda and its potential 
positive impact is in question.  Especially prospects 
for immediate and broad-based tax reform, which 
the market has assumed is a certainty in 2017.  
That isn’t to say these new policies won’t be 
enacted, but change may come much more slowly 
than the market had originally bet on.

The recent struggles of the Trump administration 
to make quick headway on policy proposals is 
nothing new.  In fact, it’s the norm from a historical 
perspective.  Even the most effective Presidents 
over time barely got through Congress half of 
what they campaigned on.  Ronald Reagan took 
five years to get his signature tax reform plan 
approved and he had to endure a recession 
and bear market during his first two years in 
office.  Speaking of economic recessions, these 
are the norm during the early years of a new 

GOP administration.  According to research from 
Gluskin, Sheff, all 17 new GOP Presidents since 
1869 (the Ulysses S. Grant administration) have 
experienced a recession within approximately 
two years of taking office.  No exceptions.  
Some of the downturns were inherited, some 
were created new and the recessions varied in 
severity and duration.  Our current economy 
was in slowdown mode prior to the election and 
continues to operate at stall speed.  While the 
stock market is hopeful for growth, bond yields 
are falling and this is generally a warning sign for 
the economy.  The rally in stocks post-election 
based on hopes for new policy lost serious 
momentum in March.  Legislative progress (or lack 
thereof) in Washington D.C. could play a big role 
in determining equity returns this year.

Automatic Under 30

J.P.  Morgan recently released findings from their 
2016 Defined Contribution Plan Participant Survey.  
Notable were three key findings from the under 
age 30 demographic.  The results indicated that this 
younger generation of retirement plan investors are 
in fact very supportive of what J.P.  Morgan termed 
an “automatic” DC plan.  These plans would include 
many of the more common features today that are 
employed to encourage better long-term savings 
habits for those investors just starting out in the 
work force.  Here were the three key findings:

1.  A majority identify as “do it for me” 

investors.  A majority (69%) of the under age 30 
group wants more help in selecting investments 



and prefers to outsource management of these 
investments to professional investors.  This is in 
contrast to the “do it yourself ” investors who 
tend to take a more active role in managing their 
investments.  These stats would certainly echo the 
numbers we’re seeing across the Sentinel Pension 
Advisory business today.  

2.  In general, they expect their employers to 

take responsibility for helping them save and 

invest for retirement.  Per the survey results, 
82% of those under 30 were inclined to assign 
some degree of responsibility to their employer for 
helping them save for retirement.  Interestingly also 
was that 50% of those under age 30 think their 
employer has an obligation to help them choose 
the right investments, compared with only 22% of 
older investors.

3.  They are among the strongest proponents 

of the “automatic 401(k).” The survey results 

indicated strong support from those under 30 
for utilizing plan features to help automate and 
simplify employee retirement-related decisions 
while still allowing plan participants to have the 
fi nal say.  As the table of survey results on this 
page indicates, there is strong support for features 
such as automatic enrollment and automatic 
escalation.  This is potentially surprising to a certain 
percentage of plan sponsors that may assume use 
of these “auto” features would result in pushback 
from employees.  The results of this survey (and 
our experiences with Sentinel clients) go against 
this assumption.  

The bottom line from this survey is that the 
majority of participants under 30 appreciate, and 
seem to expect, that employers will proactively 
help them to save for retirement by using 
automatic features within the plan design.

We’ve Seen This Movie Before

As we’ve discussed frequently in these pages, 
fi nding true value in the global investment 
landscape is very hard these days.  While many 
lament the general excessive valuations of most 
asset classes, the term “bubble” hasn’t been used 
much since the fi nancial crisis of ’07-’08.  If you 
are on the lookout for the next fi nancial bubble, 
keep an eye to the north on the Canadian 
housing market.  Why should this matter to you, 
as a U.S. based investor? Because as we learned 
some ten years ago, what starts off as a crisis 
in one region of the world can morph into a 
greater threat impacting global markets.  During 
his testimony to the Joint Economic Committee 
of the Congress in March of 2007, Fed Chairman 
Ben Bernanke famously told the committee that 
the subprime mortgage crisis “seems likely to be 
contained.”  What we know now of course is that 
he should have said contained to planet earth 
as the subprime crisis in the U.S. grew into the 
global fi nancial calamity we still remember well.  
This is not a prediction, yet keeping an eye on 
our northern neighbor’s housing market could be 
important.

What is currently taking place in Canada is eerily 
reminiscent of the U.S. housing bubble.  Per a 
recent story in the Globe & Mail newspaper, a 
small and very ordinary house on Toronto’s east 
side recently sold for C$1,050,000.  This was no 
mansion, not beachfront property and defi nitely 
not a luxury condo.  The selling price was 63% 

 Source:  J.P. Morgan Plan Participant Research 2016
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higher than the property was appraised for in 
January 2016.  It actually sold for C$370,000 above 
the list price after being on the market for only 
ten days.  Sounds normal right? The same article 
went on to describe another non-distinct property 
that sold in only six days for C$988,018, merely 
twice the owner’s listed price.  This is happening all 
over Toronto.  In fact, the average home in greater 
Toronto sold for C$916,567 last month.  The average 
detached home sold for C$1.6 million.  Housing 
prices have risen 14 months in a row with the 
average selling price 33% higher than one year ago! 
To be clear, Toronto (by most accounts) is a great 
place, the fi nancial center of Canada and features 
all the typical advantages of a major global city.  So 
it should be expensive to live there just like many 
American cities.  But when people are willing to pay 

incredible premiums over asking price and engage 
in bidding wars to spend over C$1 million on a tiny 
shack, there is likely a problem brewing.  

While Toronto may be ground zero for the housing 
bubble, the rest of Canada is seeing similar price 
pressures.  See the charts on this page.  The fi rst 
chart shows the incredible increase in housing 
prices since the last crisis in 2008.  How can people 
possibly afford housing in Canada today? The simple 
explanation is summed in one word: debt.  The 
second chart is a stunning comparison of the ratio of 
household income to debt over time for the U.S. and 
Canada.  Again, past isn’t necessarily prologue, but 
forewarned is forearmed.  As a key trading partner to 
the U.S., a bursting of the bubble in Canada’s housing 
market would undoubtedly have impacts to the U.S. 

economy and our fi nancial markets.  Stay tuned.

Our Portfolio Strategy & Allocation Outlook

We’ve made few changes to our portfolio allocations 
in 2017, but one area that continues to be an 
“overweight” versus our strategic long-term targets 
is foreign equity.  Considering that roughly 75% of 
the world’s gross domestic product (GDP) and 
75% of the investible universe of companies reside 
outside the U.S., this is too large of an opportunity to 
ignore.  Needless to say, we’ve been in a prolonged 
period of outperformance for domestic stocks.  As 
you’ll note in the table at the end of this report, 
the S&P 500 index has signifi cantly outperformed a 
well-known foreign stock benchmark, MSCI ACWI 
ex USA index, over the last 10 years.  According to 
Morningstar (as of 12/31/16), investors have pulled 
$76 billion out of foreign equity funds representing 

Source: Teranet and National Bank of Canada
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5% of the funds in the asset class.  This long period of 
underperformance for foreign stocks is actually not 
unusual by historical standards and is one reason our 
interest in the asset class is growing.  The other main 
reason to get interested right now is comparative 
valuations.  As of 12/31/16, foreign equities possessed 
lower valuations in terms of Price to Book (1.6 
foreign vs.  2.8 domestic) and Cyclically Adjusted Price 
to Earnings or CAPE (16.6 foreign vs.  26.4 domestic) 
while paying superior dividend yields (3.1% foreign vs.  
2.0% domestic).

As the chart on this page illustrates, Domestic 
stocks (represented by the S&P 500 index) and 
Foreign stocks (MSCI ACWI ex USA index) tend 
to outperform over longer cycles.  The chart shows 
the values of the S&P 500 Index’s returns minus 
the MSCI World ex USA Index’s returns.  When 
the line is above 0, domestic stocks outperformed 
foreign stocks.  When it is below 0, foreign stocks 
outperformed domestic stocks.  While the chart gives 
us no clue as to when this cycle may turn in favor of 
foreign equities, it does indicate that the current 10 
year cycle of outperformance by U.S. stocks is one of 
the longest periods in the last 45 years.   

Please let us know if you’d like to discuss your 
investing goals and fi nancial planning needs.

Matthew H.  McPhail, CFA
Chief Investment Offi cer

Market Scoreboard

 S&P 500    

 DJIA

 NASDAQ

 Russell 2000

 MSCI ACWI Ex USA

 Barclays Aggregate Bond 

 Bloomberg Commodity TR

Q1 2017 

6.07

5.19

9.82

2.47

7.86

0.82

-2.33

YTD

6.07

5.19 

9.82

2.47

7.86

0.82

-2.33

1 Year

17.17

19.91

21.39

26.22

13.13

0.44

8.71

3 Year

10.37

10.61

12.08

7.21

0.56

2.68

-13.91

5 Year

13.30

12.16

13.85

12.36

4.36

2.34

-9.54

Index Returns (%) 

Source: Morningstar

10 Year

7.51

8.10

9.33

7.12

1.35

4.27

-6.22

DOMESTIC STOCKS AND INTERNATIONAL STOCKS ALTERNATE PERIODS OF OUTPERFORMANCE
Domestic Stocks vs. International Stocks: 12/31/72-12/31/16 (3-Year Rolling Returns)

Source: Hartford Funds



S&P 500 TR:  A market capitalization-weighted index of 500 widely held stocks often used as a proxy for the large-cap segment of stock market. 

Russell 2000 TR:  Consists of the smallest 2000 companies in the Russell 3000 Index, representing approximately 7% of the Russell 3000 total market capitalization often used as a proxy for the small-cap segment of the stock market.

Barcap Aggregate Bond TR:  The Barclays Capital Aggregate Bond Index is a market capitalization-weighted index, meaning the securities in the index are weighted according to the market size of each bond type. Most U.S. traded investment grade 
bonds are represented. The index includes Treasury securities, Government agency bonds, Mortgage-backed bonds, Corporate bonds, and a small amount of foreign bonds traded in U.S.

MSCI EAFE NR USD:  Widely accepted as a benchmark for international stock performance, the EAFE Index is an aggregate of 21 individual country indexes that collectively represent many of the major markets of the world.

DJ US Industrials TR USD:  Computed by summing the prices of the stocks of 30 U.S. companies and then dividing that total by an adjusted value--one which has been adjusted over the years to account for the effects of stock splits on the prices 
of the 30 companies. 

NASDAQ:  Measures the performance of all issues listed in the Nasdaq Stock Market and is often used as a proxy for the large-cap technology segment of the U.S. stock market.

DJ/UBS Commodity:  The DJ-UBSCI is composed of futures contracts on physical commodities and is often used as a proxy for broad-based exposure to the commodity markets.

A Collective Investment Trust fund (CIT) is not registered as an investment company under the Investment Company Act of 1940.  The Fund is not FDIC-insured, may lose value, and is not guaranteed by a bank or other financial institution.  
Participation in CITs is limited primarily to qualified defined contribution plans and certain state or local government plans.  CITs may also be suitable investment for participants seeking a diversified retirement savings program.  Investors should 
consider the investment objectives, risks, charges, and expenses of any pooled investment company carefully before investing.  The Portfolio Disclosure Document (PDD) contains this and other information about a CIT and is available from your 
financial advisor.  The PDD should be read carefully before investing.  Diversification neither assures a profit nor guarantees against a loss in a declining market.
*Past performance is no guarantee of future results. It is not possible to invest directly in an index. See appendix for important index information. Assets represented by: Commodities – Bloomberg Commodity Index; Emerging-Market Bonds – JP 
Morgan EMBI Global Index; Emerging-Market Stocks – MSCI EM Index; Gold – Gold Bullion, LBMA PM Fix; High Yield Bonds – Bank of America Merrill Lynch (BofA ML) High Yield Bond Index; Investment-Grade Bonds – Bloomberg Barclays U.S. 
Aggregate Bond Index; Non-U.S. Developed-Country Stocks – MSCI EAFE Index; Non-U.S. Small-Cap Stocks – MSCI EAFE Small Cap Index; Real Estate Stocks – FTSE NAREIT Equity Index; U.S. Corporate Bonds – Barclays U.S. Credit Index; U.S. 
Large-Cap Stocks – S&P 500 Index; U.S. Mid-Cap Stocks – Russell Midcap Index; U.S. Small-Cap Stocks – Russell 2000 Index; U.S. Treasury Bonds – Bloomberg Barclays U.S. Treasury Index. Sources: Bloomberg Finance L.P., Haver Analytics, Fidelity 
Investments (AART), as of 12/31/16.

Disclosure: This information is intended solely to report on investment results, strategies and opportunities identified by Sentinel Advisors. Opinions and estimates offered constitute our judgment and are subject to change without notice, as are statements 
of financial market trends, which are based on current market conditions. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. References to specific securities are for illustrative purposes only and 
are not intended, and should not be, interpreted as recommendations to purchase or sell such securities. Past performance is not indicative of future results. Index information has been obtained from sources that we believe to be reliable; however, 
we do not guarantee the accuracy of such information. 

Investment advisory services provided by Sentinel Pension Advisors, Inc., an SEC-registered investment adviser. Securities offered through Sentinel Securities, Inc. Member FINRA & SIPC. Sentinel Pension Advisors, Inc. and Sentinel Securities, Inc. are affiliated 
companies. Sentinel Benefits & Financial Group is the brand name for the Sentinel family of companies, which includes Sentinel Pension Advisors, Inc. and Sentinel Securities, Inc.
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